NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Statements of Assets and Fund Balance
Arising from Cash Transactions

" December 31, 2005 and 2004

Assets : 2005 2004
Cash and cash equivalents $ 2,474,124 2,344,913
U.S. Treasury notes 14,632,355 13,652,466
Deposit - 775 775
Total assets $ 17,107,254 15,998,154
Fund Balance
Fund balance $ 17,107,254 15,998,154

See accompanying notes to financial statements.



NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Statements of Revenues Collected,
Expenses Paid, and Change in Fund Balance

Years ended December 31, 2005 and 2004

Revenue collected:
Assessments
Interest income
Liquidation proceeds and other

Total revenue collected

Expenses paid:
Losses, net
Loss adjustment expenses
Refund of assessments
General and administrative

Total expenses paid
Revenue collected over expenses paid
Fund balance, beginning of year

Fund balance, end of year

See accompanying notes to financial statements.

2005 2004
$ 2,541,856 2,988,896
387,479 162,390
1,207,054 1,516,230
4,136,389 4,667,516
2,245,610 2,168,704
47,231 82,056
207,590 64,671
526,858 578,919
3,027,289 2,894,350
1,109,100 1,773,166
15,998,154 14,224,988
$ 17,107,254 15,998,154
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NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Notes to Financial Statements
~ December 31, 2005 and 2004

Organization and Summary of Significant Accounting Policies

(@)

(b)

(©

(d)

(e)

Organization

The Nebraska Property and Liability Insurance Guaranty Association (the Association) was created
in May 1971 by Nebraska state statute as a nonprofit, unincorporated legal entity. The purpose of the
Association is to provide a method of payment for certain claims against insolvent insurance
companies, to avoid financial loss to claimants or to policyholders in the state of Nebraska, to assist
in the detection and prevention of insurer insolvencies, and to provide an association of insurers
against which the cost of such protection may be assessed in an equitable manner. A majority of the
Association’s revenues are derived from Nebraska-based insurers.

Basis of Accounting

The Association’s policy is to prepare its financial statements on the basis of cash receipts and
disbursements. Under this basis, revenues are recognized when collected rather than when earned
and certain expenditures are recognized when paid rather than when incurred. Consequently,
assessments receivable from insurers and amounts due for supplies received, services rendered, or
estimated unpaid claims are not included in the financial statements.

Allocation of Revenue Collected and Expenses Paid

The Association attempts to specifically identify, to the degree allowable, all revenue collected and
expenses paid. Thus, each liquidation receives its share of revenue and expense items directly related
to it. The following items are, for the most part, specifically identifiable: assessments collected,
losses paid, loss adjustment expenses paid, refund of assessments, and certain general and
administrative expenses. :

Cash and Cash Equivalents

The Association classifies all highly liquid investments with an original maturity of three months or
less when purchased as cash equivalents. At December 31, 2005 and 2004, cash equivalents consists
of investment-pool accounts. '

Investments

The Association carries its investments at cost. While the Association intends to hold its investments
in debt securities to maturity, its ability to do so may be affected by the timing and amount of claims
presented as a result of insurer insolvencies. A disposition of investment in debt securities may result
in a realized gain or loss using a cash-basis method of accounting for the difference between fair
value and cost of the security at the date of sale. The fair market value of U.S. Treasury notes was
$14,386,426 and $13,468,478 at December 31, 2005 and 2004, respectively. Premiums paid and
discounts received in connection with these investments are not amortized or accrued into interest
income over the life of the investment. Rather, they are recorded as a component of net interest
income at the maturity date. :

{Continued)
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NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Notes to Financial Statements.
_December 31, 2005 and 2004

The U.S. Treasury notes mature as follows:

Fair market

Cost value
2006 : $ 9,116,840 8,961,094
2007 5,515,515 5,425,332
$ 14,632,355 14,386,426

Gross unrealized losses on investment securities and the fair value of the related securities,
aggregated by the length of time that individual securities have been in a continuous unrealized loss
position, at December 31, 2005 and 2004 were as follows:

Less than 12 months 12 months or more Total
Unrealized Fair Unrealized Fair Unrealized Fair
losses value losses value losses value
2005: :
U.S. Treasury notes $ 155,746 8,961,094 90,183 5,425,332 245,929 14,386,426
2004 )
U.S. Treasury notes 138,390 7,499,414 45,598 5,969,064 183,988 13,468,478

The unrealized losses on investments in U.S. Treasury notes were caused by interest rate increases.
The contractual terms of these investments do not permit the issuer to settle the securities at a price
less than the amortized cost of the investment. Because the Association has the ability and intent to
hold these investments until a market price recovery or maturity, these investments are not
considered other-than-temporarily impaired.

) Income Taxes

The Association is an instrumentality of the state of Nebraska and is a tax—exempt organization as
described in Section 115 of the Internal Revenue Code.

Assessments

The Association collects assessments from each member insurer (qualifying entities licensed to write

-insurance in the state of Nebraska) in proportion to the net direct written premiums of the member insurer

in relation to the net direct written premiums of all member insurers. In addition, the Association may
make an assessment for the purpose of meeting administrative costs and other general expenses not related
to a particular impaired insurer. The member insurer may deduct one-fifth of the assessment each year for
five years from its state premium tax liability. Should the Association recover any sum representing
amounts previously written off by member insurers and offset against taxes, this recovered amount is paid
by the Association to the director of insurance for the state of Nebraska. If the recovery is before the end of
the year in which the assessment was made, the Association reimburses this amount directly to the member
insurer and no premium tax offset is allowed.

(Continued)
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NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Notes to Financial Statements
_ December 31, 2005 and 2004

Claims

The Association is obligated only to the extent of the covered claims existing prior to the date a member
insurer becomes an insolvent insurer or arising within 30 days after the member insurer has been
determined insolvent. For a claim to be covered, it must arise out of and within the coverage of an
insurance policy issued by the member insurer, and the claimant or insured must be a resident of the state
of Nebraska or the property from which the claim arises must be permanently located in the state.

Estimated Unpaid Claims (Unaudited)

As of December 31, 2005, the Association estimates unpaid claims to be as follows:

Insolvency
Iowa National Mutual Insurance Company $ 184,079
American Mutual Insurance Company 273,476
Rockwood Insurance Company 444,829
Home Insurance Company 1,391,862
Commercial Compensation Casualty Company 57,054
Credit General Insurance Company 795,888
Acceleration National Insurance Company - 48,610
Reliance Insurance Company 8,860,652
PHICO 1,834,977
Legion Insurance Company 4,135,355
Fremont Indemnity Insurance Company 1,174,237
Villanova Insurance Company 3,626
Casualty Reciprocal Exchange 112,650

These amounts are estimates, and the ultimate settlement of losses may vary from the amounts above. No
representation is made by the Association that the ultimate liability may not be in excess of the above
figures. Certain insolvencies have not had assessments levied as of December 31, 2005 to cover the
estimated claims. ' '

Lease Commitments

The Association leases office space under a noncancelable operating lease that expires November 30,
2006. Total lease expense for office space was approximately $12,900 and $12,600 for the years ended
December 31, 2005 and 2004, respectively. Future annual lease payments under terms of the lease are:
approximately $12,100 in 2006.

Refund of Assessments

The Association assesses member insurers for insolvencies based on case reserves estimated at the time of
insolvency. The member insurers then offset the assessments against their respective premium tax
liabilities. If such funds, including earned interest, are sufficient to cover the claim payments on the
insolvencies, the Association’s board of directors will authorize and pay a refund of assessments as
reflected in the accompanying statements of revenue collected, expenses paid, and change in fund balance.

(Continued)
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NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Notes to Financial Statements
_ December 31, 2005 and 2004

Line of Credit

In 2003, the Association entered into a revolving line of credit with a financial institution that provides for
borrowings up to $5,000,000. The line of credit expires in September 2006. Borrowings under the line of
credit bear interest at the U.S. Bank prime rate. The Association had $5,000,000 available for borrowings
with no outstanding balances on this line of credit at December 31, 2005 or 2004.
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